University of Mississippi

eGrove
Haskins and Sells Publications

Deloitte Collection

1959

Current trends in reporting financial information
Presley S. Ford

Follow this and additional works at: https://egrove.olemiss.edu/dl_hs
Part of the Accounting Commons, and the Taxation Commons

Recommended Citation
Haskins & Sells Selected Papers, 1959, p. 157-168

This Article is brought to you for free and open access by the Deloitte Collection at eGrove. It has been accepted for
inclusion in Haskins and Sells Publications by an authorized administrator of eGrove. For more information, please
contact egrove@olemiss.edu.

Current Trends in Reporting Financial Information
BY PRESLEY S. FORD, JR.

Partner, Tulsa Office
Presented before the Oklahoma Control of Controllers
Institute of America, Inc., Tulsa — January 1959
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has arrived once again. A s controllers many of you are
presently engaged in closing your books, in cooperating with your
certified public accountants in completing the annual audit, and in
preparing your annual report. It is appropriate, therefore, that we
think together this evening about current trends in reporting financial information.
As a practicing certified public accountant, I am best acquainted
with and shall confine my remarks to trends in reporting financial
information in the annual report to shareholders. This leaves untouched the whole area of financial reporting to management, but
many reporting techniques which are used in annual reports are
equally useful in reports to management.
The fact that your program chairman suggested the title "Current Trends in Reporting Financial Information" indicates that you
are interested in changes in reporting practices, that you want to
know the direction in which reporting practices are headed.
Most of us, I believe, realize that the annual report has changed
significantly in the post-war years. Twelve years ago the typical
annual report was an unimposing document containing the financial
statements, the accountants' certificate, and a brief letter to shareholders. Today the typical annual report is a colorful booklet, sometimes containing more than fifty pages, replete with photographs,
drawings, and charts, in which a wealth of information is presented in
an attractive and readable style.
This trend toward more elaborate and more expensive annual
reports reflects, I believe, the realization by American industry that
the annual report is an important medium of corporate expression.
The annual report tells the company's story. It tells the company's
story to various groups—to shareholders, to creditors, to investors,
to employees, to competitors, and to the general public. If it tells the
company's story effectively, relations with each of these reader groups
may be improved. If it does not, relations with each of these reader
groups may be adversely affected.
As controllers and accountants, therefore, we ought to strive to
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improve the annual reports we help to prepare—this to the end that
the company's best interests may be served. To improve our annual
reports, we need to know what reporting methods are presently in
general use. W e need to evaluate these reporting methods and to
decide for ourselves which ones are best suited to our use.
W e say that annual reports have improved. In what respects,
we may well ask, have annual reports improved? In my opinion, the
better annual reports today have two outstanding characteristics
when compared with the annual reports of twelve years ago:
• They are more informative; and
• They are more readable.
A N N U A L REPORTS A R E M O R E I N F O R M A T I V E
The better annual reports leave the impression that the management wants the reader to be well informed. Almost every aspect of
the company's operations is discussed. Facts and figures, not vague
generalizations, are presented. Although trade secrets are not disclosed and information that would prejudice the company's position
is withheld, the reports leave the impression that the reader has been
furnished all the information he is reasonably entitled to have.
T H E USE OF COMPARATIVE STATEMENTS

The first trend toward more informative annual reports that
should be mentioned is the use of comparative statements. A s accountants we all realize financial statements are most informative
when there is some yardstick against which they may be compared.
Ordinarily the best available yardstick is to be found in the financial
statements of the company for prior years. According to studies by
the American Institute of Certified Public Accountants, approximately
83 per cent of 600 companies surveyed presented comparative statements for the year 1957 as compared with only 43 per cent for the
year 1946.
In the great majority of cases the audited financial statements
include figures for the current and the first preceding year. Increase
and decrease columns are rarely included. Occasionally financial
statements for three or more years are presented, but most companies
apparently have concluded that two years are sufficient. This con1
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clusion may be dictated by practical considerations of the space
needed to effect adequate disclosure of financial information in the
statements.
In addition, however, 63 per cent of 600 companies surveyed by
the American Institute for 1957 presented uncertified tabulations of
financial and operating data for a longer period of years. This compares with only 34 per cent including such tables for the year 1950.
Tables covering a period of 10 years appear to be most common.
However, a 5-year period is frequently used. Some companies include figures for the entire life of the company which may range upwards of 50 years. The inclusion of long-term financial summaries
is obviously helpful to the analyst or any reader who is interested
in long-run trends.
The information included in tables of this type is, of course,
greatly condensed. Among the financial items frequently presented
are the following:
2

•
•
•
•
•
•
•
•
•
•
•

Sales or revenues
Net income
Net income per share
Dividends
Dividends per share
Working capital at year end
Total assets at year end
Capital expenditures during year
Long-term debt at year end
Book value of capital stock
Number of shares and book value per share

The widespread publication of financial data on a per share basis
led the American Institute in April 1958 to issue a bulletin on earnings per share. According to this bulletin, the general rule is that
the number of shares outstanding at the end of each year is to be
used in computing earnings per share. Where stock splits occur,
retroactive effect is given to such splits in presenting per share figures
for periods prior to the split. The same rule applies to stock dividends except that retroactive effect need not be given to small recurrent stock dividends. Where a pooling of interests occurs, data
for the combined companies prior to the pooling should be related
to the shares outstanding after the pooling of interests occurs.
3
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RELATING FINANCIAL INFORMATION TO OPERATING STATISTICS

So much for the trend toward comparative financial data; now
let's consider a second trend that has helped to make annual reports
more informative. This trend I would describe as the inclusion of
operating statistics to permit more intelligent interpretation of the
financial information. For example, General Motors Corporation in its
annual report presents a table showing the number of cars and trucks
of its various makes that are sold each year. United States Steel
Corporation presents a table showing tons of raw materials and
products produced, the per cent of plant capacity utilized, etc. The
Texas Company presents barrels of crude oil produced, barrels of
crude oil transported by pipe lines, barrels of refinery crude oil runs,
barrels of petroleum product sales, number of wells drilled, acres of
productive and prospective leases owned, etc. In an era when inflation often obscures the true significance of dollar amounts, such
operating statistics help the reader to evaluate dollar amounts in
terms of physical volume of business done.
THE USE OF SUPPLEMENTARY STATEMENTS AND SCHEDULES

A third trend that I believe has helped to make annual reports
more informative is the inclusion of supplementary statements and
schedules. Here I have in mind statements other than those of unconsolidated subsidiaries and affiliates or statements of employee
welfare funds that may be included in the annual report. Time will
permit us to consider only a few statements and schedules of the
supplementary type, but this should be sufficient to suggest ways in
which our own reports may be improved.
One statement that has become a feature of many annual reports is a statement showing the distribution of the sales dollar.
These figures, you will recall, are usually presented with a chart
showing a silver dollar cut up into segments like pieces of pie. In
these years when men are keenly conscious of the division of income
as between capital and labor and when the uninformed are inclined
to exaggerate the extent of corporate profits, this schedule and chart
graphically demonstrate how small a part of the sales dollar accrues
to the benefit of the corporate shareholder. To accomplish this, the
amounts shown by the statement of income and retained earnings are
restated from their conventional classifications to show the amounts
utilized for the following purposes:
• Paid to suppliers for materials, services, etc.
160

•
•
•
•
•

Paid to employees and employee benefit plans
Paid to taxing authorities
Retained to provide for depreciation, etc.
Paid to shareholders
Retained for use in the business

A few companies, of which United States Steel Corporation and
Caterpillar Tractor Co. are two examples, have gone so far as to
adopt this type of cost classification in their audited statement of
income and retained earnings.
For the year 1957 a total of 164 companies out of 600 surveyed by
the American Institute included in their annual reports a statement
of changes in working capital, also called a statement of source and
application of funds. It is interesting to note the varied forms used
for this statement, some of which are described by formula as follows:
4

• Funds derived = Funds applied (including increase in working
capital)
• Funds derived — Funds applied = Increase in working capital
• Working capital at beginning of year + Additions — Reductions
= Working capital at end of year
• Sales — Costs and expenses requiring use of working capital =
Funds provided by operations + Funds from other sources —
Funds applied = Increase in working capital
The last form, which in a sense combines the income statement with
the funds statement, is used by Phillips Petroleum Company, among
others; Standard O i l Company (New Jersey) presents such data as a
chart in which the flow of funds from various sources and their use
for various purposes are presented graphically.
Another type of supplemental statement or schedule becoming
increasingly common is one that supports a specific caption in the
balance sheet or income statement. A schedule of long-term debt
outstanding at the balance-sheet date is perhaps the most widely
used schedule of this type. Schedules showing details of inventories,
property, and accumulated depreciation and depletion are also reasonably common. The same is true of schedules showing sales by
products, geographic areas, etc. In some instances, schedules of
this type are used to permit condensation of the related item in the
financial statements. More often, however, they present supplemental
information that should be of interest to readers.
4
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T H E FINANCIAL REVIEW

A fourth trend that, in my opinion, has tended to make annual
reports more informative is the inclusion of a section entitled "financial review," or other words to this effect. The letter to shareholders
has traditionally included some reference to financial matters. In the
better reports of recent years, however, the amount of financial information included has been increased and the material has often been
placed in a separate section of the report.
Such a report section is desirable in several ways. For one
thing, it provides an opportunity for management to interpret or
explain the financial statements. For another, it provides a place in
which to present information not necessarily disclosed in the financial
statements or their notes. Beyond this, it permits a straightforward
narrative discussion of financial affairs for the reader bewildered by
financial statements and tables.
Among the matters discussed in a typical financial review section
are likely to be:
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•

Sales and revenues
Costs and expenses
Earnings
Dividends
Depreciation and depletion
Taxes and renegotiation
Working capital
Capital expenditures
Financing
Stock option plans
Pension and profit-sharing plans
Stock ownership
Contingent liabilities
Commitments
Events subsequent to balance-sheet date

FOOTNOTES

As you readily recognize, many of the items included i n the
financial review may be the subject of notes to the financial statements. In fact, Standard O i l Company (New Jersey), among others,
omits all footnotes as such and states that the financial review is an
integral part of its financial statements. This leads me to my fifth
162

observation which is that today's annual reports are more informative because of the increased use of footnotes.
That many businessmen dislike the use of footnotes I well recognize. That footnotes are often difficult reading I also recognize.
Yet the much-maligned footnote has become increasingly necessary.
Without adequate disclosure in footnotes of the essential facts relating to long-term leases, stock-option plans, pension plans, accelerated
depreciation and related tax effects, restrictive covenants in loan agreements, assets in blocked or restricted currencies, and the like, the
traditional financial statements simply would not present the company's position fully and fairly.
Another type of footnote that aids the analyst or the more sophisticated reader is the note describing accounting practices or policies.
Thus we have notes relating to principles of consolidation, inventory
valuation methods, depreciation methods, etc. Without such disclosures, the full usefulness of financial statements is likely to be
impaired, especially when comparisons with other companies are attempted. In the petroleum industry where so many alternative accounting practices enjoy general acceptance, this is particularly true.
A N N U A L REPORTS A R E MORE READABLE

As I said at the outset, today's better annual reports are not only
more informative but they are also much more readable. Now, let's
consider how annual reports are made more readable.
The annual report is a way to reach people. To reach people the
report must be read; it must be understood. If it is not, a great deal
of time and money is wasted. A good report editor never uses the
word "reader" in the abstract sense. The reader is a person. He is a
retired farmer who never got beyond the third grade; he is also an
investment analyst with a Ph.D. after his name and years of actual
experience as a student of reports. The reader is the loyal widow
whose deceased husband bought stock because he trusted the management ; he is also a disgruntled crank looking for the slightest suggestion of inefficiency or error with which to harass the management.
The reader is the busy executive who hasn't time to read fifty pages
of fine print; he is also the competitor who pores over every detail
of the report, hungrily seeking choice bits of information and reading
meanings between the lines of every page.
Somehow, someway, the annual report must reach each reader.
It must present the company in the best possible light to each person
163

into whose hands it falls, whatever his interests, whatever his reading
habits.
To accomplish these ends, the better annual reports, I believe,
make use of the following techniques:
• They are written in layman's language and avoid technical
terms.
• Their contents are carefully organized and so arranged that the
reader may "hit the highlights" or proceed from condensed
summary to greater detail as he chooses.
• They present the same information in several ways so that the
reader who is not reached by one method of presentation may
be reached by another.
THE USE OF LAYMAN'S LANGUAGE

When we say that the better annual reports are written in layman's language, we do not mean that they are written in terms a
child can understand. What we mean is that the use of technical
terms is avoided, that truly descriptive terms are used wherever possible.
Take the word "reserve" as an example. Formerly the reader was
confronted with the confusing situation in which a balance sheet might
contain a reserve for bad debts, a reserve for depreciation, a reserve
for federal and state income taxes, a reserve for self-insurance, and a
reserve for contingencies. Based on the recommendation of the Committee on Terminology of the American Institute of Certified Public
Accountants in the year 1953, the use of the term "reserve" has
gradually declined in recent years. Instead, we encounter such phrases
as allowance for bad debts, accumulated depreciation, estimated federal and state income taxes, provision for self-insurance; and the
word "reserve" is increasingly limited to appropriation of earned
surplus.
Take that word "surplus." If ever there was a confusing term,
this is it. A s a consequence, the use of the word has declined in recent
years. Earned surplus in many cases is now called "retained income,"
"earnings employed in the business," "profits reinvested in the business," or other words to the same effect. Capital surplus in many cases
has become "additional paid-in capital," "capital in excess of par
value," etc.
5
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A t least one company, Caterpillar Tractor Co., has sought a substitute for the term "depreciation." Their income statement shows a
charge that is described as "portion of original cost of buildings,
machinery and equipment allocated to operations." Their balance sheet
describes property as "buildings, machinery and equipment—balance
of original cost allocable to future operations."
You may or may not like such experimental techniques as have
just been mentioned. The point, however, is this: corporate reports
today are being written in words the editors hope will convey the
meaning to the lay reader. In so doing, however, accountants and controllers must take care lest exactness of meaning is lost. Take that
phrase "retained earnings." If a stock dividend is paid, such a phrase
ceases to be correct. It then becomes "retained earnings, less transfers to capital."
Using layman's language is more than avoiding technical terms.
Figures themselves can be difficult reading. In the great majority of
annual reports figures are rounded off to even dollars. In large companies, where figures may reach astronomical proportions, figures are
often rounded off to even thousands. In comments, for example, in
the General Motors Corporation report, figures are sometimes rounded
off to even millions and the word "million" is substituted for eight
digits, a decimal point, and two commas. A l l these techniques, when
appropriately used, make for more readable reports.
The arrangement of figures can make for difficult reading. A s a
consequence, there has been some experimentation in recent years
with modifications of financial-statement form.
A n outstanding example of this trend is the one-step income statement. In their 1946 reports, according to an American Institute
survey, 78 per cent of 600 companies used some variation of the multiple-step income statement form which you and I learned in school.
This form, you will recall, shows intermediate figures representing
gross profit, net profit from operations, income before taxes, and the
like. B y 1957 these confusing terms had been abandoned in favor of a
simple formula (revenue — deductions = net income) to such an extent
that now only 51 per cent of the companies surveyed used the conventional multiple-step form.
To a lesser extent, there has been a modification of balancesheet form. For 1957 approximately 13 per cent of the companies
surveyed used what has become known as the financial-position form.
6
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This form emphasizes working capital by deducting current liabilities
from current assets. To working capital are added other assets; then,
long-term debt and other liabilities are deducted to arrive at shareholders' equity.
Another interesting development has been the appearance of the
statement of shareholders' equity. This is a logical corollary of the
statement of financial-position form. In it the conventional statement
of earned surplus and statement of capital surplus are combined and
the changes in the capital stock accounts are also presented. Standard
Oil Company (New Jersey) issues reports containing this type of
statement. A s in more conventional statements, only the changes in
these accounts for the current and preceding year are presented. Caterpillar Tractor Co., on the other hand, summarizes the entries in these
accounts for the entire life of the company.
ORGANIZATION OF REPORT CONTENTS

Good organization of contents is prerequisite to report readability.
By organization we mean the division of the subject matter into portions of "digestible" size and the arrangement of these portions in a
sequence that will permit the reader to assimilate the contents with
a minimum of effort.
When the cover of an annual report is opened, almost invariably
encountered is a table of contents. Here it is observed that the report
is divided into several sections. A fairly typical table of contents
would be:
•
•
•
•
•
•

List of officers and directors
Highlights of the year's operations
The president's letter
Comments on the year's operations
Financial review
Financial statements and accountants' certificate

• Historical financial and operating summary
• Lists of plants, products, etc.
Each section of the report is usually set off with a face-sheet or
title which, like a highway marker, tells the reader where he is.
Each section is broken up into subsections by the use of marginal
captions or some similar device. Within subsections there is careful
paragraphing; short, simple sentences are the rule. The reader rarely
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encounters the monotonous expanse of a full printed page, for a
photograph, a marginal drawing, a table, or a chart are inserted at
strategic points in the text to revive his interest if it lags.
The editors of the better annual reports know the value of blank
space. A s the owners of an exclusive dress shop will use an entire
window to display a single lovely gown, so a skillful report editor will
give emphasis and prominence to important matters by setting them
off from surrounding material. A good example of this technique
is the report page entitled "Highlights of the Year's Operations," "The
Year at a Glance," or other words to the same effect. Here on a
single sheet of paper a few key figures are set out from all other
details of the report.
A good example of such a schedule is to be found in the 1957
annual report of Phillips Petroleum Company. Eight items of financial
information and four items of operating statistics are shown on one
page for the years 1957 and 1956. The financial information shown
includes the following:
• Gross income
• Net income
• Net income per share
• Dividends paid
• Dividends per share
• Capital expenditures
• Long-term debt at year end
• Total assets at year end
The operating statistics shown include the average daily quantities
for 1957 and 1956 of:
• Crude oil production
• Crude oil refined
• Petroleum products sold
• Natural gas sold or consumed
A n interesting variation of the highlights page appears in the
1957 annual report of Northern States Power Company. The editor
of this report chose to use yellow letters on a black background. The
highlights are expressed in nine brief sentences, each set off by blank
space from the other eight. This technique avoids the coldness and
formality of a statistical table. It permits mention of events as well
as figures.
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C A T E R I N G T O I N D I V I D U A L R E A D I N G HABITS

What I have to say in conclusion must be reasonably evident
from what I have already said. Annual reports are readable because
their editors take into account the reading habits of the individual
reader. The same basic financial information is presented in several
ways.
For today's busy people, the financial and operating highlights
are available and may be read and understood in a matter of minutes.
For the reader who doesn't understand financial statements, the
financial and operating review sections present a newsy account of
company activities during the year. Here or there a chart or a graph
may underscore a relationship or a trend with a clarity and eloquence
that with words or figures could not be attained. For the reader
who needs "to be filled i n " on the company's history, there's the
long-term table of financial and operating data. For all, there are
the audited financial statements and notes wherein every reader has
the right to find fair and adequate disclosure of operating results and
financial position according to generally accepted accounting principles applied with all the intelligence and objectivity of which controllers and certified public accountants are capable.
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